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As we have previously discussed, the CARES Act created the Paycheck Protection Program, pursuant to which employers may be able to
obtain loans (“PPP loans”) to help cover business expenses during the COVID-19 pandemic. Under the CARES Act, PPP loans may be
partially or wholly forgiven if the proceeds are used to cover certain expenses, and the employer is not subject to tax on such loan
forgiveness.
The CARES Act, however, did not address whether the business expenses that result in PPP loan forgiveness will be deductible for tax
purposes. The IRS answered this question in Notice 2020-32, which was released on April 30th. In the Notice, the IRS concludes that when
the payment of business expenses results in the forgiveness of a PPP loan, such as payroll costs or rent, those business expenses will not
be deductible for tax purposes. According to the IRS, this treatment prevents a “double tax benefit” and is consistent with Section 265(a)
(1) of the Internal Revenue Code, which generally provides that no tax deduction is available for expenses that are paid with tax-exempt
dollars.
Foley Hoag has formed a firm-wide, multi-disciplinary task force dedicated to client matters related to the novel coronavirus
(COVID-19). For more guidance on your COVID-19 issues, visit our Resource Portal or contact your Foley Hoag attorney. For
guidance on CARES Act tax matters, please contact Nicola Lemay, Nicholas Romanos, Chasse Osborn or other members of Foley
Hoag’s Tax Practice Group.
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This communication is intended for general information purposes and as a service to clients and friends of Foley Hoag LLP. This
communication should not be construed as legal advice or a legal opinion on any specific facts or circumstances, and does not create an
attorney-client relationship.
United States Treasury Regulations require us to disclose the following: Any tax advice included in this document was not intended or
written to be used, and it cannot be used, for the purpose of avoiding penalties under the Internal Revenue Code.
Attorney advertising. Prior results do not guarantee a similar outcome. © 2017 Foley Hoag LLP. All rights reserved.
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